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January 29, 2018 

 
VIA HAND DELIVERY & ELECTRONIC MAIL 
 
 
Luly E. Massaro, Commission Clerk 
Rhode Island Public Utilities Commission 
89 Jefferson Boulevard 
Warwick, RI 02888 
 

RE:   Docket 4719 – Interim Gas Cost Recovery Filing 
 
Dear Ms. Massaro: 
 

Enclosed please find 10 copies of the National Grid’s1 Interim Gas Cost Recovery (GCR) 
filing, which is being submitted pursuant to the Gas Cost Recovery Clause in National Grid’s gas 
tariff at RIPUC NG-GAS No. 101, Section 2, Schedule A, Part 1.2.  National Grid proposes an 
adjustment to the current GCR factors for effect March 1, 2018, which, in light of the current 
projected under-recovery of gas costs, is necessary for National Grid to recover by the end of 
October 2018 a portion of the projected gas cost deferral for the period November 1, 2017 
through October 31, 2018.  This filing consists of the pre-filed testimony and schedules of  
Ann E. Leary, Nancy G. Culliford, and Stephen A. McCauley.     

 
National Grid’s gas tariff provides that if the projected deferred gas cost balance exceeds 

five percent of the Company’s annual gas cost revenue, the Company may request a change to its 
GCR factors.  RIPUC NG-GAS No. 101, Section 2, Schedule A, Part 1.2.  Currently, National 
Grid is projecting that the deferred gas cost balance as of October 31, 2018 will be 
approximately $34.4 million, or 24 percent of total annual gas cost revenue.  As described in this 
filing, increases in natural gas prices, as well as the need to purchase additional natural gas 
during recent periods of colder than normal weather, are the major factors contributing to this 
projected gas cost deferral.  As provided by National Grid’s gas tariff, an increase in GCR 
factors during the GCR year ending October 31, 2018 to address the significant deferred gas 
costs reduces the amount of deferred gas costs to be recovered in the future, and, consequently, 
lessens increases in the gas cost rates that would otherwise occur in November, thus providing 
more rate stability for National Grid’s customers.  In addition, it provides National Grid recovery 
of costs during the same GCR year in which it has paid its suppliers for its gas supply procured 
to meet the needs of its customers.    

 
To moderate the immediate customer bill impact of National Grid’s proposal, the 

Company is proposing to recover approximately $22.8 million of the deferred gas cost balance 
during the period March 2018 through October 2018, and to defer recovery of approximately 

                                                 
1 The Narragansett Electric Company d/b/a National Grid (National Grid or the Company). 
 

Robert J. Humm 
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Luly E. Massaro, Commission Clerk 
Docket 4719 - Interim Gas Cost Recovery Filing 
January 29, 2018 
Page 2 of 2 
 
$11.6 million for recovery during the November 2018 through October 2019 GCR year.  Based 
on the proposed GCR factors, an average residential heating customer using 396 therms for the 
period March through October 2018 will see a total bill increase related to the proposed GCR 
factors of $94.84, or 15.6 percent, as compared to bills based upon currently effective rates.   

 
This filing also includes a Motion for Protective Treatment of Confidential Information in 

accordance with Rule 1.2(g) of the Public Utilities Commission’s (PUC) Rules of Practice and 
Procedure and R.I. Gen. Laws § 38-2-2(4)(B).  National Grid seeks protection from public 
disclosure of certain pricing information contained in the pre-filed direct testimony and 
Attachments SAM-3, SAM-6, and SAM-7 of Stephen A. McCauley; in Attachments NGC-1 and 
NGC-2 to the pre-filed direct testimony of Nancy G. Culliford; and in Attachments AEL-2 and 
AEL-3 to the pre-filed direct testimony of Ann E. Leary.  In compliance with Rule 1.2(g), 
National Grid has provided the PUC with one complete, un-redacted copy of the confidential 
materials in a sealed envelope marked “Contains Privileged and Confidential Materials – Do 
Not Release,” and has included redacted copies of these materials for the public filing.   

 
Thank you for your attention to this matter.  If you have any questions, please contact me 

at 401-784-7415. 
 
Very truly yours, 

 

        
 

Robert J. Humm 
 

Enclosures 
 
cc:  Docket 4719 Service List 

Macky McCleary, Division 
Jonathan Schrag, Division 
John Bell, Division 
Al Mancini, Division 
Leo Wold, Esq. 
Bruce Oliver 
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MOTION OF THE NARRAGANSETT ELECTRIC  
COMPANY D/B/A NATIONAL GRID FOR PROTECTIVE  

TREATMENT OF CONFIDENTIAL INFORMATION 
 

 National Grid1 hereby requests that the Rhode Island Public Utilities Commission (PUC) 

grant protection from public disclosure of certain confidential, competitively sensitive, and 

proprietary information submitted in this proceeding, as permitted by PUC Rule 1.2(g) and R.I. 

Gen. Laws § 38-2-2(4)(B).  National Grid also hereby requests that, pending entry of that 

finding, the PUC preliminarily grant National Grid’s request for confidential treatment pursuant 

to Rule 1.2 (g)(2). 

 

I. BACKGROUND  

On January 29, 2018, National Grid filed with the PUC an Interim Gas Cost Recovery 

(GCR) filing (the Interim GCR Filing) in the above-captioned docket.  The Interim GCR Filing 

includes confidential gas-cost pricing information in the following documents:  Attachments 

NGC-1 and NGC-2 to the pre-filed direct testimony of Nancy G. Culliford; Attachments AEL-2 

and AEL-3 to the pre-filed direct testimony of Ann E. Leary; and pages 6, 7, and 8 and 

Attachments SAM-3, SAM-6, and SAM-7 to the pre-filed direct testimony of   
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Stephen A. McCauley.  In accordance with Rule 1.2(g)(3), National Grid has provided a redacted 

public version of the GCR filing, as well as an unredacted, confidential version. 

 

II. LEGAL STANDARD  

 Rule 1.2(g) of the PUC’s Rules of Practice and Procedure provides that access to public 

records shall be granted in accordance with the Access to Public Records Act (APRA), R.I. Gen. 

Laws § 38-2-1, et seq.  Under APRA, all documents and materials submitted in connection with 

the transaction of official business by an agency is deemed to be a “public record,” unless the 

information contained in such documents and materials falls within one of the exceptions 

specifically identified in R.I. Gen. Laws § 38-2-2(4).  To the extent that information provided to 

the PUC falls within one of the designated exceptions to the public records law, the PUC has the 

authority under the terms of APRA to deem such information as confidential and to protect that 

information from public disclosure. 

In that regard, R.I. Gen. Laws § 38-2-2(4)(B) provides that the following types of records 

shall not be deemed public:  

Trade secrets and commercial or financial information obtained 
from a person, firm, or corporation which is of a privileged or 
confidential nature. 

The Rhode Island Supreme Court has held that the determination as to whether this exemption 

applies requires the application of a two-pronged test set forth in Providence Journal Company 

v. Convention Center Authority, 774 A.2d 40 (R.I. 2001).  The exemption applies where the 

disclosure of information would be likely either (1) to impair the government’s ability to obtain 

                                                                                                                                                             
1 The Narragansett Electric Company d/b/a National Grid (National Grid). 
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necessary information in the future; or (2) to cause substantial harm to the competitive position 

of the person from whom the information was obtained.   Providence Journal, 774 A.2d 40.   

The first prong of the test assesses whether the information was provided voluntarily to 

the governmental agency.  Providence Journal, 774 A.2d at 47.  If the answer to the first 

question is affirmative, then the question becomes whether the information is “of a kind that 

would customarily not be released to the public by the person from whom it was obtained.”  Id.  

 

III. BASIS FOR CONFIDENTIALITY 

The gas-cost pricing information – which is provided in Attachments NGC-1 and  

NGC-2 to the testimony of Ms. Culliford; in Attachments AEL-2 and AEL-3 to the testimony of 

Ms. Leary; and on pages 6, 7, and 8 and Attachments SAM-3, SAM-6, and SAM-7 to the 

testimony of Mr. McCauley – is confidential and privileged information of the type that National 

Grid would not ordinarily make public.  Moreover, public disclosure of such information could 

impair National Grid’s ability to obtain advantageous pricing in the future, thereby causing 

substantial competitive harm.  Accordingly, National Grid seeks protection for such confidential 

information.    
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IV.  CONCLUSION 

For the foregoing reasons, National Grid respectfully requests that the PUC grant its 

Motion for Protective Treatment of Confidential Information.  

Respectfully submitted,   

THE NARRAGANSETT ELECTRIC 
COMPANY d/b/a NATIONAL GRID 
By its attorney, 
 

 
__________________________ 
Robert J. Humm, Esq. (#7920) 

      National Grid 
      280 Melrose Street 
      Providence, RI  02907 
      (401) 784-7415     
      Dated:  January 29, 2018 
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I. Introduction 1 

Q. Please state your name and business address. 2 

A. My name is Ann E. Leary.  My business address is 40 Sylvan Road, Waltham, 3 

Massachusetts 02451. 4 

 5 

Q. Have you previously submitted testimony in this docket? 6 

A. Yes.  On September 1, 2017, I submitted pre-filed direct testimony in The Narragansett 7 

Electric Company d/b/a National Grid’s (the Company) annual Gas Cost Recovery 8 

(GCR) filing (Initial GCR Filing) regarding the Company’s proposed rate design, 9 

proposed GCR factors, and resulting bill impacts based on the proposed factors, pursuant 10 

to the Company’s Gas Cost Recovery Clause in RIPUC NG-GAS No. 101 (the Tariff).  11 

The PUC approved the currently effective GCR factors following the conclusion of the 12 

hearing in this docket on October 30, 2017. 13 

 14 

II. Purpose of Testimony   15 

Q. What is the purpose of your testimony?  16 

A. The purpose of this testimony is to introduce the Company’s witnesses in this interim 17 

GCR filing and to propose revised GCR factors effective March 1, 2018 for the following 18 

services:  Firm sales service customers in the Residential Non-Heating and Heating rate 19 

classes and Commercial and Industrial (C&I) firm sales customers in the Small, Medium, 20 
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Large, and Extra Large rate classes.  I also discuss the reason for the Company’s interim 1 

GCR filing. 2 

 3 

Q. Who is supporting the Company’s request in this filing? 4 

A. Accompanying my testimony, which supports the calculation of the requested increase in 5 

the Company’s GCR factors and the resulting bill impacts, the Company is also 6 

presenting the testimony and attachments of Company Witnesses Nancy G. Culliford, 7 

Manager of Gas Supply Planning, who presents and supports the re-forecast of gas costs 8 

for the period January 2018 through October 2018, as well as actual gas costs the 9 

Company has incurred in supplying gas to its customers since November 1, 2017, both of 10 

which are incorporated into the analysis reflected in my Attachments AEL-2 and AEL-3; 11 

and Stephen M. McCauley, Director of Energy Procurement, Wholesale Electric Supply, 12 

who presents the relationship between the Company’s gas cost volatility program and the 13 

actual costs incurred by the Company since November 1, 2017 and the variability of the 14 

Company’s forecasted hedged cost of gas as compared to the actual cost of gas. 15 

 16 

Q. Are you including any attachments with your testimony? 17 

A. Yes.  I am sponsoring the following attachments: 18 

Attachment AEL-1 Proposed Gas Cost Recovery Factors 19 

Attachment AEL-2 Estimated Deferred Gas Cost Balance without Revised 20 
GCR  21 

Attachment AEL-3 Estimated Deferred Gas Cost Balance with Revised GCR 22 
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Attachment AEL-4 Bill Impact Analysis 1 

Attachment AEL-5 Derivation of Incremental Revenue Adjustment 2 

 3 

III. GCR Factor Development 4 

Q. What are the proposed GCR factors the Company is requesting to implement? 5 

A. The Company is requesting approval to increase the current High Load and Low Load 6 

GCR factors by $0.225 per therm ($0.2324 per therm including the gross up for 7 

uncollectibles).  Attachment AEL-1 provides a summary of the proposed GCR factors 8 

reflecting this increase, proposed to become effective March 1, 2018.  9 

 10 

Q. Why is the Company proposing to revise its currently approved GCR factors? 11 

A. The Company is proposing to revise its current GCR factors to recover a portion of the 12 

projected deferred gas cost balance at the end of October 2018.  According to the 13 

Company’s Tariff, RIPUC NG-GAS No. 101, Section 2, Schedule A, Part 1.2, if the 14 

projected deferred gas cost balance exceeds five percent of the Company’s annual gas 15 

cost revenue, the Company may request a change to its GCR factors to eliminate this 16 

deferred balance.  Currently, the Company is projecting the deferred gas cost balance at 17 

October 31, 2018 to be approximately 24 percent of the total annual gas cost revenue.  18 

Because of the size of the estimated deferral balance, the Company believes it is 19 

appropriate to increase its current GCR factors at this time.  20 

 21 
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Q. What is the projected deferred gas cost balance at the end of October 2018 if the 1 

Company does not change the GCR factors? 2 

A. If the Company does not increase its currently approved GCR factors, the Company is 3 

projecting a deferred gas cost balance of approximately $34.4 million at the end of 4 

October 2018, as detailed in Attachment AEL-2.  The $34.4 million projected gas cost 5 

deferral reflects actual gas costs for the months of November and December 2017 and an 6 

updated forecast for the period January 2018 through October 2018 presented in the 7 

testimony and attachments of Ms. Culliford. 8 

 9 

Q. What are the major factors contributing to this projected deferred gas cost balance? 10 

A. Increases in actual and forecasted gas prices during the period November 2017 through 11 

October 2018 as compared to the forecast of gas prices presented in the Company’s 12 

Initial GCR Filing is a major factor contributing to this projected deferred gas cost 13 

balance.  Also a major contributor to the projected deferral balance was the need for the 14 

Company to purchase significantly more gas as a result of the extreme cold weather the 15 

New England region experienced at the end of last year and in early January 2018.  As 16 

discussed in the testimonies of both Ms. Culliford and Mr. McCauley, the currently 17 

approved GCR factors were derived using a gas cost forecast for the same period that 18 

utilized a New York Mercantile Exchange (NYMEX) strip as of the close of trading on 19 

July 31, 2017.  Since that time, gas prices have escalated.  Actual commodity gas costs 20 

for the months of November and December 2017 were approximately $15.2 million 21 
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higher than forecasted.  In addition, the updated forecast for the period January 2018 1 

through October 2018 detailed in Ms. Culliford’s Attachment NGC-1 and Attachment 2 

NGC-2 is approximately $28.4 million higher than the same months in the forecast 3 

presented in the Initial GCR Filing.  4 

 5 

Q. In addition to updating the projected gas costs, has the Company made any other 6 

changes to the gas forecast included in the Initial GCR Filing?  7 

A. Yes.  In addition to updating the forecasted gas costs for the period January 2018 through 8 

October 2018, the Company has also updated the January 2018 sendout volume forecast 9 

by 765,782 dekatherms to reflect the incremental gas supplies purchased during the first 10 

16 days of January 2018.  As a result of this increase to January’s sendout volume, the 11 

Company has also adjusted January’s sales (billing) volume by the same amount.   12 

 13 

In addition to this adjustment resulting from the Company having to purchase additional 14 

sendout for the first half of January 2018, the Company has also made a second 15 

adjustment to January’s sales volume to reflect the lag in December’s usage billed in 16 

January.  As shown in Attachment AEL-5, the Company experienced a 28 percent 17 

increase in sendout volume as compared to forecast during the months of November and 18 

December 2017.  However, volumes billed for these months were 5 percent below those 19 

forecasted in the Initial GCR Filing.  Having purchased incremental gas supply in 20 

November and December 2017, the cost of which is reflected in this supplemental filing, 21 
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without acknowledging that those supplies were delivered to the Company’s customers 1 

and will generate incremental GCR revenue will result, absent a discreet adjustment, in 2 

an overstatement of the projected gas cost deferral at the end of October 2018.  The 3 

Company anticipates incremental revenue resulting from the additional sendout volume 4 

purchased and delivered in the latter half of December 2017 will be billed to customers in 5 

January 2018.  Therefore, the Company also increased January 2018 sales volume by 6 

1,739,589 dekatherms to reflect the billing lag of December 2017 deliveries.  In total, the 7 

Company is increasing January 2018 sales volume by 2,505,371 dekatherms (1.7 million 8 

dekatherms for December 2017 deliveries estimated to be billed in January 2018 and 0.8 9 

million dekatherms for incremental deliveries of the incremental sendout in January 10 

2018).   11 

The last change to the Initial GCR Filing is that the Company updated the corporate 12 

federal income tax rate to 21 percent beginning in January 2018 in the working capital 13 

and inventory finance calculations in Attachment AEL-2 and AEL-3, Pages 6 and 7. 14 

 15 

Q. Are the proposed GCR factors designed to eliminate the projected deferred balance 16 

by October 31, 2018?  17 

A. No, the Company is not proposing to revise its current GCR factors to eliminate the 18 

deferred balance by October 31, 2018.  The Company is proposing to increase its GCR 19 

factors by a factor that is designed to recover approximately $22.8 million of the deferral 20 

during the period March 2018 through October 2018, and is proposing to delay recovery 21 
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of approximately $11.6 million of the projected deferral balance into the period 1 

November 2018 through October 2019, which is the next period the Company’s GCR 2 

factors are effective based on a new full-year forecast of gas supply costs.  In evaluating 3 

the recovery of the $34.4 million projected deferral during the period March 2018 4 

through October 2018, recovering the full amount resulted in a bill impact which the 5 

Company did not believe would be reasonable to impose upon its sales customers.  The 6 

bill impact of recovering the full amount of the projected deferral on a Residential 7 

Heating customer would result in a 24 percent total bill increase over the period March 8 

through October.  Based on the impact not only to the Company’s Residential Heating 9 

customers, but also the impact that this level of recovery would have on all of its 10 

customers coming out of a difficult winter season, the Company believes that a bill 11 

mitigation plan is appropriate to phase in recovery of the projected deferral and reaches a 12 

reasonable and acceptable balance between bill increases resulting from the rate change 13 

proposed in this filing verses the amount to defer for recovery as part of its 2018-19 GCR 14 

factors.  The Company arrived at its proposal reflected in this filing, which results from 15 

limiting the total bill increase to the average residential heating customer to 15.6 percent, 16 

and further results in deferring recovery of approximately $11.6 million of the $34.4 17 

million deferred balance to the 2018-19 GCR factors. 18 

 19 

Q. Has the Company submitted a similar request for an interim change in its GCR 20 

factors in the past and, if so, what was the result? 21 
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A. Yes.  On April 1, 2014, the Company increased its Low Load Factor and High Load GCR 1 

Factors approved for November 1, 2013 in Docket No. 4436 from $0.6626 per therm and 2 

$0.6381 per therm, respectively, to $0.9208 per therm and $0.8963 per therm, 3 

respectively.  This resulted in an increase in the GCR factors of $0.2582 per therm 4 

($0.2500 per them before the adjustment to gross up the factor for uncollectibles) and a 5 

16.3 percent total bill increase for a Residential Heating customer during the months of 6 

April 2014 through October 2014.  In addition, this proposed increase recovered 7 

approximately 50 percent of the projected deferred balance of $34.5 million, thereby 8 

deferring recovery of approximately $16.9 million to be recovered from customers during 9 

the following GCR period of November 2014 through October 2015.   10 

 11 

Q. Is the Company’s proposal consistent with the interim GCR factor approved in 12 

Docket No. 4436? 13 

A. Yes, the Company’s proposal will result in a 15.6 percent total bill increase for 14 

Residential Heating customers, which is similar to the bill increase approved in  15 

Docket No. 4436.   16 

 17 

Q. Please provide an overview of the development of the proposed revised GCR rates. 18 

A. The Company has calculated the proposed increase in the current GCR factors by 19 

determining a surcharge with the objectives of setting a simple value for the surcharge 20 

and limiting the total bill increase for an average Residential Heating customer to below 21 
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16 percent during the period March through October 2018.  This results in a surcharge of 1 

$0.225 per therm ($0.2324 per therm after the adjustment for the gross up for 2 

uncollectibles).   3 

 4 

Q. What is the impact of the revised GCR factors on the projected deferred balance at 5 

October 31, 2018? 6 

A. With the implementation of the revised GCR factors proposed in this filing effective 7 

March 1, 2018, the Company projects a gas cost deferred balance of approximately $11.6 8 

million at the end of October 2018, as detailed in Attachment AEL-3.  The Company 9 

proposes it recover this deferred gas cost balance in its 2018-19 GCR factors that will be 10 

proposed by the Company in September 2018. 11 

 12 

Q. Why can the Company not carry the deferred gas costs and recover them during the 13 

following GCR period of November 2018 through October 2019? 14 

A. According to the Company’s Gas Cost Recovery Clause in its Tariff,1 in the event the 15 

estimate of the Deferred Gas Cost balance differs by more than five percent of the 16 

Company’s gas revenues, the Company may make a Gas Charge filing designed to 17 

eliminate the balance.  The provision is intended to (1) not burden sales customers with 18 

                                                 

1 See RIPUC NG-GAS No. 101, Section 2, Gas Charge, Schedule A, Sheet 1, Part 1.2. 
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significant deferred gas costs that they would need to pay for in a subsequent year, with 1 

significant defined as five percent of gas cost revenue for the year; and (2) recover the 2 

incremental gas costs from those customers who were responsible for the increase and 3 

not defer recovery to future customers.  The projected deferral consists predominantly of 4 

actual costs, which the Company has and will have to pay to its suppliers.  This is a 5 

significant amount for the Company to have to pay without additional funding through 6 

the GCR factors. 7 

 8 

 In addition, if the Company does not recover some of this projected deferral sales 9 

customers will eventually have to pay for the interest cost of the Company carrying the 10 

deferral at the Bank of America prime rate less 200 basis points, pursuant to the Tariff.2 11 

 12 

Q. How much interest cost will customers avoid by an increase in the GCR factors on 13 

March 1, 2018? 14 

A. The Company estimates that customers will avoid $245,000 in interest through  15 

October 31, 2018.  While the Company has not estimated the benefit, customers will also 16 

benefit from avoiding interest in the following GCR period, as the beginning balance of  17 

  18 

                                                 

2 See RIPUC NG-GAS No. 101, Section 2, Gas Charge, Schedule A, Part 6.3. 
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the deferral will be significantly less under the Company’s proposal, resulting in less 1 

interest accruing on that beginning balance as of November 2018. 2 

 3 

Q. Did the Company evaluate other options for setting the surcharge to increase the 4 

current GCR factors besides the two discussed earlier in your testimony? 5 

A. In determining the appropriate adjustment to the current GCR factors, the Company also 6 

considered the impact on the 2018-19 GCR factors resulting from deferring $11.4 7 

million.  In the approved GCR factors, the Company is currently recovering a prior 8 

period reconciliation for the period November 2016 through October 2017 of 9 

approximately $13.5 million.  Therefore, the Company’s proposal to defer $11.4 million 10 

for the period November 2017 through October 2018 will maintain a similar prior period 11 

reconciliation to the amount currently included in the approved 2017-18 GCR factors. 12 

 13 

Q. Why is the Company asking for a GCR rate change effective March 1, 2018? 14 

A. The process for requesting a rate change requires 30 days’ notice, thereby resulting in a 15 

March 1, 2018 effective date.  The Company is requesting the GCR factors change 16 

effective March 1, 2018 to recover the portion of the deferral over an eight-month period.  17 

Delaying the implementation of the proposed GCR factors until April 1, 2018 would 18 

result in fewer gas deliveries over which any portion of the projected deferral could be 19 

recovered, which would result in higher GCR factors and resulting bill impacts. 20 

 21 
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Q. Are other New England gas distribution companies requesting increases in their 1 

commodity factors? 2 

A. Yes.  Seven Massachusetts gas utilities requested an increase in their currently approved 3 

Peak Gas Adjustment Factors (GAFs)3 effective February 1, 20184 resulting from 4 

increases in gas supply volumes and costs during this period.  The table below 5 

summarizes for each Massachusetts gas utility the increase in its Peak GAF and the 6 

associated bill impacts on residential heating customers. 7 

  

  

  

  

  

  

  

  15 

                                                 

3  Massachusetts gas utilities implement Peak (November through April) and Off-Peak (May through October) 
GAFs. 

4  Massachusetts gas utilities must submit for approval by the Department of Public Utilities revisions to their 
GAFs seven business days prior to their proposed effective date. 

5  Peak GAF and bill impact applicable to a residential heating customer. 
6     Columbia Gas proposed to defer $31.5 million for recovery during the 2018-2019 Peak season. 
7     Blackstone Gas GAF factors are billed on a $/CCF basis and not $/therm. 

Existing 
Peak GAF 
$/therm5 

Proposed 
Peak GAF 

$/therm 

Increase 
in 

Factor 
Percent 
Increase 

Bill 
Impact  

      
Columbia Gas6 $0.5401 $0.9676 $0.4275 79.2% 31.0% 
Liberty Utilities $0.3102 $0.8136 $0.5034 162.3% 41.4% 
Berkshire Gas Company $0.5780 $0.6630 $0.0850 14.7% 6.6% 
Fitchburg Gas and Electric  $0.3499 $0.6494 $0.2995 85.6% 17.6% 
Boston Gas Company $0.6260 $0.8019 $0.1759 28.1% 11.4% 
Colonial Gas Company $0.6251 $0.8010 $0.1759 28.1% 12.2% 
Blackstone Gas Company7 $0.6690 $0.8429 $0.1739 26.0% 10.9% 
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IV. Bill Impacts 1 

Q. What is the bill impact of the proposed GCR factors on customer bills as compared 2 

to the rates currently in effect? 3 

A. An average residential heating customer using 396 therms for the period March through 4 

October will experience a total bill increase of $94.84, or 15.6 percent, over their bills at 5 

currently effective rates.  A summary of seasonal (March through October) bill impacts 6 

incorporating only the proposed change in the GCR factors for rate classes at various 7 

levels of usage is provided in Attachment AEL-4.   8 

 9 

Q. Does this conclude your testimony? 10 

A. Yes.11 
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Interim Gas Cost Recovery Factors 
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Deferred Gas Cost Balances Without Interim GCR 
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Derivation of Incremental Revenue Attachment AEL-5
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Nov Dec Nov Dec Nov Dec Percent

Actual Actual Total FCST FCST Total Difference Difference Total Difference

(a) (b) (c) (d) (e) (f) (g) (h) (i) (j)

Billing Data

Sales & TSS THROUGHPUT

(1) Residential Non-Heating 26,304 37,283 63,588 26,718 39,278 65,996 (414) (1,995) (2,408) -3.6%

(2) Residential Heating 1,134,674 2,297,654 3,432,328 1,304,358 2,321,462 3,625,820 (169,684) (23,808) (193,492) -5.3%

(3) Small C&I 111,880 278,053 389,933 126,421 299,220 425,641 (14,541) (21,167) (35,707) -8.4%

(4) Medium C&I 197,019 389,610 586,629 214,633 381,004 595,638 (17,614) 8,606 (9,008) -1.5%

(5) Large LLF 33,230 82,697 115,926 40,481 84,267 124,748 (7,251) (1,571) (8,822) -7.1%

(6) Large HLF 19,260 22,871 42,130 21,195 26,978 48,173 (1,935) (4,108) (6,043) -12.5%

(7) Extra Large LLF 1,662 7,001 8,663 2,782 7,288 10,070 (1,120) (287) (1,407) -14.0%

(8) Extra Large HLF 9,191 7,841 17,032 10,343 7,847 18,191 (1,152) (6) (1,158) -6.4%

(9) Total Sales & TSS Throughput 1,533,220 3,123,009 4,656,229 1,746,930 3,167,346 4,914,276 (213,711) (44,336) (258,047) -5.3%

Nov Dec Jan Nov-Jan Nov-Dec
Actual Actual Rev FCST Total Total

(10) Sendout- Act/Rev Fcst Dktherm 2,857,768 5,113,414 5,709,026 13,680,208 7,971,182

Forecast Forecast Initial FCST Total Total

(11) Sendout- Original Fcst Dktherm 2,286,401 3,945,192 4,943,244 11,174,837 6,231,593

(12) Difference 571,367 1,168,222 765,782 2,505,371 1,739,589

(13) Percent Difference 25% 30% 15% 22% 28%

Revised Jan 2018 Billing Forecast

Initial

Filing Incremental

Revised

Filing

Sales & TSS THROUGHPUT

(14) Residential Non-Heating 49,465 78,118

(15) Residential Heating 3,187,357 5,033,640

(16) Small C&I 422,898 667,862

(17) Medium C&I 511,908 808,432

(18) Large LLF 110,073 173,833

(19) Large HLF 30,535 48,223

(20) Extra Large LLF 8,577 13,545

(21) Extra Large HLF 4,370 6,902

(22) Total Sales & TSS Throughput 4,325,184 2,505,371 6,830,556

January 29, 2018
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I. Introduction 1 

Q. Please state your name and business address. 2 

A. My name is Nancy G. Culliford.  My business address is 40 Sylvan Road, Waltham, 3 

Massachusetts 02451. 4 

 5 

Q. Have you previously submitted testimony in this docket? 6 

A. Yes.  On September 1, 2017, I submitted pre-filed direct testimony providing support for 7 

the estimated gas costs, assignments of pipeline capacity to marketers, and other issues 8 

relating to The Narragansett Electric Company d/b/a National Grid’s (the Company) 9 

proposed Gas Cost Recovery (GCR) factors.  In addition, my testimony discusses 10 

modifications that the Company had made to its portfolio for the 2017-18 GCR year 11 

ending October 31, 2018.  12 

 13 

Q. What is the purpose of your testimony in this proceeding? 14 

A. My testimony supports the updated gas costs and other issues relating to the Company’s 15 

proposed GCR factors.  16 

 17 

Q. Are you sponsoring attachments to your testimony? 18 

A. Yes.  I am sponsoring the following attachments: 19 

  20 
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Attachment NGC-1 Updated Summary of Projected Gas Costs - CONFIDENTIAL 1 
Information Redacted 2 

Attachment NGC-2 Updated Gas Cost Details - CONFIDENTIAL Information 3 
Redacted 4 

 5 

II.  Projected Gas Costs 6 

Q. Why is it necessary to request an increase in the GCR factors at this time?  7 

A. The extreme cold weather from mid-December 2017 through early-January 2018 caused 8 

the Company to purchase additional gas supplies to meet increased customer demand.  9 

The cost of these supplies exceeded the Company’s projected costs from its initial 10 

September 1, 2017 GCR filing (Initial GCR Filing).  As a result, the current estimate of 11 

deferred gas cost recovery through October 31, 2018 as a percentage of total gas cost 12 

revenue for the November 2017 through October 2018 GCR year exceeds the five 13 

percent trigger for adjusting the gas cost factors provided for in the Company’s tariff.  14 

RIPUC NG-GAS No. 101, Section 2, Schedule A, Sheet 2.    15 

 16 

The table below shows the actual Heating Degree Days (HDDs) as measured at T.F. 17 

Green Airport compared to forecasted normal and design weather HDDs for the six week 18 

period. 19 
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 1 

Beginning December 11, 2017 through and including January 7, 2018, actual weather 2 

was colder than forecasted normal weather for all four weeks, and colder than forecasted 3 

design weather in three of the four weeks.   4 

 5 

From mid-December into January, the Northeast markets posted large increases in 6 

demand because of this colder than normal and design weather.  In December 2017 and 7 

January 2018, the Company experienced 6 of the top 10 highest sendout volumes in 8 

Company history within its service territory.  The table below shows the top 10 highest 9 

sendouts in Company history. 10 

 11 

Heating Degree Day Summary (T.F. Green Aiport)

ACTUAL NORMAL DESIGN

Actual vs. 

Normal

Actual vs. 

Design

Week Ending 12/17 263 212              238             124% 111%

Week Ending 12/24 200 191              214             105% 93%

Week Ending 12/31 348 171              193             204% 180%

Week Ending 1/7 351 219              238             160% 147%

Week Ending 1/14 205 264 286 78% 72%

Total 1,367                1,057          1,169          129% 117%

Rank Date Sendout HDD
1 January 6, 2018 387,584       60

2 January 5, 2018 372,048       56

3 February 14, 2016 368,126       59

4 January 1, 2018 365,370       56

5 February 13, 2016 363,535       62

6 December 31, 2017 360,872       58

7 December 28, 2017 360,058       56

8 February 15, 2015 353,402       57

9 January 15, 2004 351,459       64

10 December 29, 2017 345,152       56
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When pipeline supplies were exhausted, the Company had to use liquefied natural gas 1 

(LNG) to meet customer requirements.  At the end of December 2017, the Company’s 2 

LNG storage inventory balance was 67 percent full, below the design season rule curve 3 

level of 95 percent.1  The LNG inventory levels continued to decrease, and by January 8, 4 

the Company’s available LNG supplies were at 36 percent.  Because of this decreased 5 

LNG inventory, the Company had to both purchase market area gas supplies and 6 

incremental LNG supplies to replenish the LNG inventory. 7 

 8 

From January 1 through January 16, 2018, the Company continued to purchase 9 

incremental market area supply.  The chart below shows a summary of these supplies. 10 

During the first 16 days of January, the Company purchased 0.765 billion cubic feet (Bcf) 11 

of market area supply at an average price of $31.  This included 0.494 Bcf of supply 12 

purchased using the Company’s Tennessee capacity originating at Dracut, Massachusetts.   13 

For comparison, the Company’s design winter season forecast for firm customers calls 14 

for 1.124 Bcf of supply from Dracut, and, in less than a month and a half, from December 15 

9 through January 16, the Company purchased 0.858 Bcf of Dracut supply – which is 76 16 

percent of the design forecast for firm customers for the entire 2017-18 winter.  17 

Compared to a normal winter season forecast of 0.303 Bcf of supply from Dracut, the 18 

December 9, 2017 through January 16, 2018 purchased are 283 percent of the forecast. 19 

                                                 

1  Design rule curve levels indicate the level of inventory that is needed in order to meet design season 
requirements for each day remaining in the winter period.  
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 1 

 2 

Q. Have there been any notable changes to the Company’s portfolio since the 2017 3 

GCR proceeding? 4 

A. Yes.  The following two changes to the Company’s gas supply portfolio have occurred 5 

since the Initial GCR Filing:  (1) the Company has entered into a LNG Liquid Agreement 6 

with ENGIE Gas & LNG LLC (ENGIE), which went into service effective January 10, 7 

2018; and (2) the Company has also entered into a Firm Combination Contract with 8 

ENGIE to be used as either liquid or vapor, and was also placed into service effective 9 

January 10, 2018. 10 

   11 

Market Area Volumes

Jan 1, 2018 66,271

Jan 2, 2018 66,271

Jan 3, 2018 42,000

Jan 4, 2018 56,271

Jan 5, 2018 81,565

Jan 6, 2018 81,071

Jan 7, 2018 81,771

Jan 8, 2018 55,271

Jan 9, 2018 30,500

Jan 10, 2018 13,000

Jan 11, 2018 0

Jan 12, 2018 0

Jan 13, 2018 45,271

Jan 14, 2018 45,978

Jan 15, 2018 55,271

Jan 16, 2018 45,271

765,782
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Q. Please provide the details for the changes to the Company’s resource portfolio.  1 

A. Each of the changes to the Company’s resource portfolio is further described below. 2 

 3 

ENGIE LNG Liquid Agreement 4 

The Company’s LNG liquid supply contract with ENGIE commenced on January 10, 5 

2018 and will terminate on October 1, 2018.  The Company retained the right to purchase 6 

a quantity of LNG up to the maximum daily quantity (MDQ) of 5,000 MMBtu per day 7 

with a total quantity during the term of up to 100,000 MMBtus.  The Company entered 8 

into this LNG Liquid Agreement during the extended cold period in order to refill its 9 

LNG facilities.  As mentioned above, the Company’s LNG storage balance fell well 10 

below the design season rule curve and the purchase of the liquid contract was necessary 11 

in order to put the Company back on the LNG rule curve and ensure LNG would be 12 

available for the remainder of the winter season.  13 

 14 

ENGIE Firm Combination Agreement 15 

The Company’s Firm Combination Agreement with ENGIE for both vapor and liquid 16 

commenced on January 10, 2018 and will terminate on October 1, 2018.  During the 17 

term, the Company retained the right to purchase a quantity of LNG up to the MDQ of 18 

10,000 MMBtu per day with a total quantity during the term of up to 150,000 MMBtus.  19 

Prior to April 1, 2018, the Company has the option to call on the MDQ as either vapor or 20 

LNG.  The vapor component of the Firm Combination Agreement has a delivery point of 21 
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Dey Street in Providence, Rhode Island.  The Company entered into this Firm 1 

Combination Agreement for the following two reasons:  (1) during the extreme cold 2 

period, few counterparties were able to deliver pipeline gas to the National Grid citygates 3 

due to restrictions on the interstate pipelines; and (2) the addition of the 10,000 MMBtu 4 

per day supply provides for deliveries to the Company’s citygates and provided an 5 

opportunity for the Company to bring its LNG supply back in line with its LNG rule 6 

curve.  7 

 8 

The costs for these two ENGIE contracts are included in Attachment NGC-2, Page 14, 9 

under the rows titled “ENGIE Gas Demand Payment Winter Vapor” and “ENGIE Gas 10 

Demand Payment Winter Combination.” 11 

 12 

Q. How has the Company updated commodity prices in this filing? 13 

A. The attachments to my testimony include the original forecasted gas costs for November 14 

2017 and December 2017 and the re-calculated forecasted gas costs for the January 2018 15 

through October 2018 period using actual first-of-month pricing for January 2018, and 16 

the January 8, 2018 New York Mercantile Exchange (NYMEX) strip for the February 17 

2018 through October 2018 period. 18 

  19 
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Q. How were forecasted gas costs re-calculated? 1 

A. The Company re-calculated projected gas costs using the SENDOUT model results as 2 

shown in the Initial GCR Filing and updated prices as described above.  When the 3 

Company purchases supply at locations other than Henry Hub, which is the pricing point 4 

for NYMEX contracts, the Company uses indicative market differentials to the Henry 5 

Hub to determine the expected difference, or “basis.”  Applying the basis differential to 6 

the NYMEX pricing creates a reasonable estimate of the expected cost of the supply.  Up 7 

to date pricing will estimate expected normal costs for the remainder of the GCR year, 8 

but in order to capture the incremental costs for January as a result of the design-like 9 

weather, the Company reflected the actual market area purchases executed January 1 10 

through 16 and included them in the projected January 2018 estimate.  These costs are 11 

included in Attachment NGC-2, Page 9, under the rows titled “Estimated Incremental 12 

Costs.” 13 

 14 

Q. How did the Company categorize the projected gas cost components? 15 

A. The Company disaggregated gas costs into the following two components:  (1) Supply 16 

Fixed Cost Component, and (2) Supply Variable Cost Component, just as it did in the 17 

Initial GCR Filing.  An updated summary, disaggregating these same cost components by 18 

month for the period November 2017 through October 2018, is shown in Attachment 19 

NGC-1. 20 

 21 
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Q. Please describe Attachment NGC-2, pages 1 through 17. 1 

A. Attachment NGC-2 shows the supporting detail for gas costs included in this filing for 2 

the period November 2017 through October 2018.  The first two pages show the 3 

forecasted sendout by supply source under normal weather from the SENDOUT model, 4 

as well as the detailed makeup of supply by pipeline source, storage contract, and peaking 5 

facility.  The forecasted sendout volumes remain unchanged from the Initial GCR Filing, 6 

with the exception of the incremental volumes purchased in January 2018.  The next 7 

section, pages 3 through 6, shows the calculation of the per unit delivered cost for each 8 

pipeline path, including both pipeline variable charges and pipeline fuel losses.  Pages 7 9 

through 9 show the calculation of the delivered cost for each path (the price multiplied by 10 

the quantity).  Pages 10 through 14 show the detailed calculation of total fixed costs.  The 11 

cost details for gas injected into and withdrawn from underground storage are shown on 12 

pages 15 and 16, and all costs associated with LNG injected into and withdrawn from 13 

storage are detailed on page 17. 14 

 15 

 Q. Does this conclude your testimony? 16 

A. Yes. 17 
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I. Introduction 1 

Q. Please state your name, place of employment and business address. 2 

A. My name is Stephen A. McCauley.  I work at National Grid, with a business address of 3 

100 E. Old Country Road, Hicksville, New York 11801. 4 

 5 

Q. What is your position and responsibilities within that position? 6 

A. I am Director of Wholesale Electric Supply and U.S. Commodity Hedging in the Energy 7 

Procurement organization of National Grid USA Service Company, Inc.  As Director, 8 

one of my responsibilities is for all financial hedging activity for the National Grid USA 9 

regulated natural gas and electric utilities, including The Narragansett Electric Company 10 

(the Company).   11 

 12 

Q. Please describe your educational background. 13 

A. I graduated from the United States Merchant Marine Academy in 1984 with a Bachelor 14 

of Science degree in Marine Engineering Systems. 15 

 16 

Q. Please describe your professional experience. 17 

A. I joined National Grid in 1992 as an engineer for the gas peak-shaving plants and the gas-18 

regulator and telemetering stations.  In 1996, I joined the gas supply group as a trader 19 

responsible for purchasing the natural gas supply requirements for both the firm gas 20 

customers and the Long Island Lighting Company generation facilities.  In 1999, my 21 
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responsibilities were changed to managing the emissions-allowance portfolio and the 1 

financial-hedging activities of the regulated utilities.  In 2002, I was promoted to Director 2 

of Origination and Price Volatility Management.  In 2017, I was promoted to my current 3 

position.   4 

 5 

Q. Have you previously testified before the Rhode Island Public Utilities Commission 6 

(PUC)? 7 

A. Yes, I have testified before the PUC on several occasions involving gas costs and 8 

volatility management of gas prices under the Company’s Gas Procurement Incentive 9 

Plan (GPIP). 10 

 11 

Q. Are you sponsoring any attachments to your testimony? 12 

A. Yes.  I am sponsoring the following attachments: 13 

Attachment SAM-1 2017 Market Area Hedge Proposal 14 

Attachment SAM-2   Regional Basis Point Map  15 

Attachment SAM-3 Forecasted and Actual January 2018 Market Area Purchases 16 

Attachment SAM-4 January 2018 Market Area Hedged Volumes 17 

Attachment SAM-5 Hedge Benefits 18 

Attachment SAM-6 Market Area Purchased Costs January 1-16 19 

Attachment SAM-7 Hypothetical Market Area Hedge 20 

 21 
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Q. What is the purpose of your testimony? 1 

A. The purpose of my testimony is to explain (1) the effectiveness of the Company’s market 2 

area hedge strategy and (2) the cost of gas as a result of the cold snap experienced in late-3 

December 2017 and early-January 2018.  4 

 5 

Q. What is the market area hedge strategy? 6 

A. On September 19, 2017, the Company proposed a market area hedge strategy to mitigate 7 

approximately 35 percent of the expected price risk associated with forecasted supply 8 

purchases made in the market area in the 2017-18 winter period.  On October 5, 2017, the 9 

PUC approved the proposed structure and the Company executed the proposed 10 

transactions prior to the winter season.  Please see Attachment SAM-1 for a copy of the 11 

Company’s approved 2017 Market Area Hedge Proposal. 12 

 13 

Q. Was the approved 2017-18 market area hedge strategy similar to strategies executed 14 

in previous winter seasons? 15 

A. Yes, the market area hedge strategy approved for the 2017-18 winter season was similar 16 

to the strategy executed by the Company for the three previous winter periods.  The PUC 17 

had approved this strategy in Docket No. 4436 at the Open Meeting on September 30, 18 

2014 and by written Order No. 21784 dated December 17, 2014; in Docket No. 4520 at 19 

the Open Meeting on September 22, 2015 and by written Order No. 22146 dated  20 
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October 13, 2015; and in Docket No. 4647 at the Gas Cost Recovery (GCR) hearing on      1 

October 21, 2016 and by written Order No. 22779 dated April 27, 2017.  The changes to 2 

the strategy will be detailed later in my testimony. 3 

 4 

Q. Where is the market area? 5 

A. For the purposes of this filing, the market area is considered those regions where the 6 

Company is forecasted to purchase supplies outside of the producing regions of the U.S. 7 

Gulf, Canada, and the Marcellus area in West Virginia and Pennsylvania.  The market 8 

areas are in New York and New Jersey, where the Company is purchasing supplies to use 9 

Algonquin Pipeline capacity and Columbia Pipeline capacity.  Please see Attachment 10 

SAM-2 for the Regional Basis Point Map for the purchase point locations. 11 

 12 

II. Market Area Hedge Strategy Impact for the Period January 1-16, 2018 13 

Q.  What was the Company’s forecasted and actual market area purchases for January 14 

2018? 15 

A. Please see Attachment SAM -3 for the Forecasted and Actual Market Area Purchases 16 

from January 1, 2018 through January 16, 2018.  The table lists the following information 17 

regarding the Market Area:  (1) forecasted normal weather purchases; (2) forecasted 18 

design weather purchases; (3) actual purchases; (4) maximum daily purchases; and (5) 19 

minimum daily purchases at Tennessee Zone 6, Texas Eastern M3 (Tetco M3), 20 

Algonquin, and Transcontinental Non-NY Zone 6 (Transco Non-NY).  The forecasted 21 
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normal weather and design weather estimates were used to develop the strategy proposed 1 

in the Company’s market area hedge strategy.  At each of the four locations, the actual 2 

daily average purchases for the first 16 days of the month exceeded the forecasted design 3 

weather average daily purchases.  For example, at Tennessee Zone 6, the actual daily 4 

average was 38,767 dekatherms (dt) per day compared to the design weather forecast of 5 

14,565 dt per day, and the Algonquin actual daily average was 3,063 dt per day compared 6 

to a design weather forecast of zero.  The actual total volume purchased at Tennessee 7 

Zone 6, Tetco M3, and Algonquin for the first 16 days of the month exceeded the total 8 

design weather forecast for the whole month. 9 

 10 

Q.  What did the Company hedge for January 2018? 11 

A. Please see Attachment SAM-4 for the January 2018 Market Area Hedged Purchases.  The 12 

Company hedged 17,500 dt per day, or 542,500 dt per month, of the maximum 26,000 dt 13 

per day at Tetco M3.  It also hedged 100 percent – 3,489 dt per day, or 108,159 dt per 14 

month – of the available capacity at Transco Non-NY.  The 542,500 dt per month of 15 

Tetco M3 purchases is approximately equal to the forecasted normal weather purchases 16 

of 534,504 dt per month. 17 

 18 

Q.  What benefit did customers realize as a result of the market area hedges the 19 

Company did execute for January 2018? 20 
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A. Please see Attachment SAM-5 for the Hedge Benefits.  Customers received a net benefit 1 

of approximately $7.5 million as a result of the hedged purchases at Tetco M3 and 2 

Transco Non-NY from the first 16 days of January.  The hedges provided a unit cost of 3 

$4.03 per dt for the purchases at Tetco M3 and $4.74 per dt for the purchases at Transco 4 

Non-NY.  The actual cost of the Tetco M3 purchases was $1.1 million, whereas if the 5 

Tetco M3 purchases were not hedged, the cost would have been $7.3 million.  The actual 6 

cost of the Transco Non-NY purchases was $264,494, whereas if the Transco Non-NY 7 

purchases were not hedged, the cost would have been $1.6 million. 8 

 9 

Q.  What were the actual costs for the market area purchases not hedged from   10 

January 1, 2018 through January 16, 2018? 11 

A. Please see Attachment SAM-6 for the Market Area Purchased Costs from January 1-16, 12 

2018 (excluding hedged volumes).  The Company purchased a total of  dt at 13 

Tennessee Zone 6 at a cost of $19.5 million,  dt at Algonquin at a cost of $2.0 14 

million, and an incremental  dt at Tetco M3 at a cost of $2.5 million.  15 

 16 

Q.  Why did the Company not hedge the Tennessee Zone 6 and Algonquin market area 17 

purchases? 18 

A. In Attachment SAM-1, Market Area Hedge Proposal, Page 12 of 15, the Company 19 

described the cost to hedge the forecasted purchases and the potential risk of having to 20 

purchase the needed Tennessee Zone 6 supplies under design weather conditions.  The 21 

REDACTED



THE NARRAGANSETT ELECTRIC COMPANY 
d/b/a NATIONAL GRID 

RIPUC DOCKET NO. 4719  
INTERIM GAS COST RECOVERY FILING 

WITNESS:  STEPHEN A. MCCAULEY 
JANUARY 29, 2018 

PAGE 7 OF 8 
    
 

Company’s analysis showed that the cost to hedge the supply was equal to or greater than 1 

the cost to purchase supplies forecasted at design weather condition pricing.  This can be 2 

seen in Attachment 5 of the Market Area Hedge Proposal.  The Company did not hedge 3 

any supplies at Algonquin because the normal or design weather conditions did not 4 

forecast the need to purchase supplies at Algonquin. 5 

 6 

Q.  Based on the higher than design weather conditions in early January 2018, what 7 

would have been the cost to hedge the incremental market area supplies? 8 

A. If the Company knew before the winter it would have needed a maximum of  dt 9 

per day at Tennessee Zone 6 and  dt per day at Algonquin, the cost to hedge would 10 

have been much higher than the current incremental costs realized to date.  In order to 11 

hedge for the maximum risk, a hedging strategy would need to use the highest one day 12 

requirement at each location.  Using the data available to the Company from          13 

January 1-16, 2018, the Company would have been required to hedge  dt per day 14 

for Tennessee Zone 6, which occurred on January 1, 2, 6, and 7; and  dt per day 15 

for Algonquin on January 5 and 7.  Since the cold experienced during these days could 16 

happen anytime between mid-December and mid-February, the Company would need to 17 

hedge  dt per day of Tennessee Zone 6 and  dt per day at Algonquin for 18 

January 1 through February 28.  Hedging supplies require the volume to be equal for each 19 

day of a month and for the whole month.  In Attachment SAM-7, showing a Hypothetical 20 

Market Area Hedge, the table demonstrates what the costs would have been if the 21 

REDACTED
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Company had hedged  dt per day at Tennessee Zone 6 and  dt per day at 1 

Algonquin for January and February 2018 based on a hedge executed on September 1, 2 

2017.  The table demonstrates that the Tennessee Zone 6 costs would have been 3 

approximately $30.7 million and Algonquin costs would have been approximately $7.7 4 

million.  The total cost of supplies purchased between January 1-16 at Tennessee Zone 6 5 

and Algonquin is approximately $21.4 million.  At this point in the winter, hedging those 6 

two locations would have cost more than what the Company has spent through  7 

January 16, 2018.   8 

 9 

Q. Does the Company believe the current market area hedge strategy is in the best 10 

interest of its customers? 11 

A. Yes.  The Company believes the current market area hedge strategy balances the risks 12 

and costs under different weather conditions over multiple years.  The hedges provide 13 

some protection under more severe conditions, but do not burden customers with 14 

incremental costs in normal and warmer than normal winters.  15 

   16 

Q. Does this conclude your testimony? 17 

A. Yes. 18 
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Attachment SAM-1:  2017 Market Area Hedge Proposal 



September 20, 2017

VIA HAND DELIVERY & ELECTRONIC MAIL

Luly E. Massaro, Commission Clerk
Rhode Island Public Utilities Commission
89 Jefferson Boulevard
Warwick, RI 02888

RE: Gas Cost Recovery
Gas Procurement Incentive Plan
Market Area Hedge Proposal
Docket No. 4647

Dear Ms. Massaro:

Enclosed for filing is National Grid’s1 request for an additional hedge to the Gas
Procurement Incentive Plan (GPIP) for the upcoming November 2017 through March 2018
winter season. This filing consists of the pre-filed direct testimony and schedules of Stephen A.
McCauley. In his testimony and schedules, Mr. McCauley explains the reasons for National
Grid’s proposal specific to the upcoming winter season, and describes National Grid’s
recommendations for hedge volumes and locations.

National Grid has filed a similar one-year hedging strategy with the Public Utilities
Commission (PUC) in each of the three previous winter periods. This strategy, which is
designed to mitigate a portion of the risk associated with market area purchases for the 2017-18
winter season, was approved by the PUC in Docket No. 4436 at the Open Meeting on September
30, 2014 and by written Order No. 21784 dated December 17, 2014; in Docket No. 4520 at the
Open Meeting on September 22, 2015 and by written Order No. 22146 dated October 13, 2015;
and in Docket No. 4647 at the Gas Cost Recovery (GCR) hearing on October 21, 2016 and by
written Order No. 22779 dated April 27, 2017. The hedge proposal in this filing for the 2017-18
winter season is similar to the hedge strategy that National Grid executed for the 2014-15, 2015-
16, and 2016-17 winter seasons. National Grid has reviewed the hedge proposal contained in
this filing with the Division of Public Utilities and Carriers (Division) and its consultant, Bruce
Oliver.

1 The Narragansett Electric Company d/b/a National Grid (National Grid or the Company).

280 Melrose Street, Providence, RI 02907
T: 401-784-7415 " robert.humm@nationalgrid.com " www.nationalgrid.com

Robert J. Humm

Senior Counsel
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Luly E. Massaro, Commission Clerk
Gas Procurement Incentive Plan - Market Hedge Proposal
September 20, 2017
Page 2 of 2

Because of the volatility evident in natural gas prices, National Grid seeks to execute the
recommended hedges prior to December 1, 2017. In addition, the recommended hedges will
increase National Grid’s forecasted gas costs, so National Grid will be updating its GCR filing to
reflect the recommended hedges proposed in this filing. Therefore, National Grid requests an
expedited approval of the additional hedges submitted in this filing by or before October 11,
2017 so that National Grid can update its GCR filing before the Division’s comments to the GCR
are submitted on October 13. Expedited approval of the additional hedges submitted in this
filing will also ensure National Grid’s ability to lock in these purchases prior to the start of the
winter period.

Thank you for your attention to this matter. If you have any questions, please contact
Stephen McCauley at 516-545-5403 or me at 401-784-7415.

Very truly yours,

Robert J. Humm

Enclosure

cc: Stephen Scialabba, Division
Bruce Oliver, Division
Leo Wold, Esq.

The Narragansett Electric Company 
d/b/a National Grid

RIPUC Docket No. 4719
Attachment SAM-1
September 29, 2018

Page 2 of 25



Certificate of Service

I hereby certify that a copy of the cover letter and any materials accompanying this certificate was
electronically transmitted to the individuals listed below.

The paper copies of this filing are being hand delivered to the Rhode Island Public Utilities Commission
and to the Rhode Island Division of Public Utilities and Carriers.
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Name/Address E-mail Phone
Jennifer Brooks Hutchinson, Esq.
National Grid
280 Melrose St.
Providence, RI 02907

Jennifer.hutchinson@nationalgrid.com; 401-784-7288

Celia.obrien@nationalgrid.com;
Joanne.scanlon@nationalgrid.com;
Robert.Humm@nationalgrid.com;
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I. Introduction1

Q. Please state your name, place of employment and business address.2

A. My name is Stephen A. McCauley. I work at National Grid, with a business address of3

100 E. Old Country Road, Hicksville, NY 11801.4

5

Q. What is your position and responsibilities within that position?6

A. I am Director of Wholesale Electric Supply and U.S. Commodity Hedging in the Energy7

Procurement organization of National Grid USA Service Company, Inc. (National Grid).8

As Director, one of my responsibilities is for all financial hedging activity for the9

National Grid regulated natural gas and electric utilities, including The Narragansett10

Electric Company (the Company).11

12

Q. Please describe your educational background.13

A. I graduated from the United States Merchant Marine Academy in 1984 with a Bachelor14

of Science degree in Marine Engineering Systems.15

16

Q. Please describe your professional experience.17

A. I joined National Grid in 1992 as an engineer for the gas peak-shaving plants and the gas-18

regulator and telemetering stations. In 1996, I joined the gas supply group as a trader19

responsible for purchasing the natural gas supply requirements for both the firm gas20

customers and the Long Island Lighting Company generation facilities. In 1999, my21
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responsibilities were changed to managing the emissions-allowance portfolio and the1

financial-hedging activities of the regulated utilities. In 2002, I was promoted to Director2

of Origination and Price Volatility Management. Earlier in 2017, I was promoted to my3

current position.4

5

Q. Have you previously testified before the Rhode Island Public Utilities Commission6

(PUC)?7

A. Yes, I have testified before the PUC on several occasions involving gas costs and8

volatility management of gas prices under the Company’s Gas Procurement Incentive9

Plan (GPIP).10

11

Q. Are you sponsoring any attachments to your testimony?12

A. Yes. I am sponsoring the following attachments:13

Attachment SAM-1 Regional Basis Point Map14
Attachment SAM-2 2016-2017 Hedge Results15
Attachment SAM-3 Tetco M3 Hedge Supply Cost and Mitigated Risk16
Attachment SAM-4 Transco Non-NY Hedge Supply Cost and Mitigated Risk17
Attachment SAM-5 TGP Hedge Supply Cost and Mitigated Risk18

19

Q. What is the purpose of your testimony?20

A. The purpose of my testimony is to discuss the Company’s proposal to hedge the market21

area locational basis price risk exposure for the upcoming November 2017 to March 201822

winter season. A basis hedge protects the price difference between New York Mercantile23
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Exchange (NYMEX) pricing and the market area where the Company purchases some of1

its supply in the winter. This proposal includes a plan to hedge a portion of the market2

area purchase price risk.3

4

Q. Is this proposed market area hedge similar to the market area hedge the Company5

executed for the past three winter periods?6

A. Yes, the proposed market area hedge is similar to the strategy executed for the three7

previous winter periods. This strategy was approved by the PUC in Docket No. 4436 at8

the Open Meeting on September 30, 2014 and by written Order No. 21784 dated9

December 17, 2014; in Docket No. 4520 at the Open Meeting on September 22, 2015 and10

by written Order No. 22146 dated October 13, 2015; and in Docket No. 4647 at the Gas11

Cost Recovery (GCR) hearing on October 21, 2016 and by written Order No. 2277912

dated April 27, 2017. The changes to the strategy will be detailed later in my testimony.13

14

Q. Where is the market area?15

A. For the purposes of this filing, the market area is considered those regions where the16

Company is forecasted to purchase supplies outside of the producing regions of the U.S.17

Gulf, Canada, and the Marcellus area in West Virginia and Pennsylvania. The market18

areas are in New York and New Jersey, where the Company is purchasing supplies to use19

Algonquin Pipeline capacity and Columbia Pipeline capacity. See Attachment SAM-120

Regional Basis Point Map for the purchase point locations.21
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II. Gas Procurement Incentive Plan (GPIP) Market Area Hedge1

Q. Please describe the history of adding market area hedges to the GPIP.2

A. During the winter period of November 2013 through March 2014, the Northeast3

experienced prolonged cold temperatures. The colder temperatures resulted in both4

overall greater demand for gas in the Northeast, as well as the Company purchasing5

greater-than-normal supplies in the market area. This prolonged, greater-than-normal6

demand resulted in much higher daily and monthly prices for natural gas delivered to the7

market area, which, in turn, resulted in higher cost of gas. Ultimately, the Company filed8

revised GCR factors on February 14, 2014. As part of the PUC’s approval of the revised9

GCR factors that went into effect on April 1, 2014, the Company was directed to review10

its hedging activities with the Division of Public Utilities and Carriers (Division). As a11

result of the Company’s discussions with the Division, the Company filed a one-year12

hedging strategy with the PUC to mitigate a portion of the risk associated with the market13

area purchases. The PUC approved the filing and the Company executed the approved14

hedging strategy for the 2014-15 winter season. The PUC subsequently approved, and15

the Company executed, a similar hedging strategy for the 2015-16 and 2016-17 winter16

seasons. The Company has evaluated the market area hedge strategy executed for the17

past three winter seasons and is making a similar recommendation for the 2017-18 winter18

season in this filing.19

20
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Q. Has the Company added any pipeline capacity to its portfolio that would alleviate1

the pricing concerns experienced in the 2013-14 winter season?2

A. Although the Company has not added any pipeline capacity since last winter, it did add3

some capacity which came on line in the middle of the 2016-17 winter season that will4

alleviate some of the pricing concerns experienced in the 2013-14 winter season, but not5

to the extent that eliminates the need to continue to hedge the market area price risk. The6

Company contracted for 18,000 dekatherms (Dth) per day of capacity on Enbridge Inc.’s7

Algonquin Incremental Market (AIM) project. The AIM project delivers gas supply from8

the receipt point in Ramapo, New York to delivery points in Rhode Island and other New9

England delivery points. This new capacity replaces 18,000 Dth per day of capacity10

associated with the Algonquin Hubline capacity and the Algonquin East to West11

capacity. Although the new AIM capacity replaces the same quantity of capacity from12

the Hubline and East to West capacity, the new receipt point at Ramapo has a much13

lower price risk than receipt points at Algonquin delivery points in Beverly,14

Massachusetts.15

16

Q. Are the pricing concerns experienced during the 2013-14 winter season still17

prevalent today?18

A. Yes. Although the warmer-than-normal weather experienced in the northeast the past19

two years resulted in lower market area prices, fundamental market changes in the region20

can have both a positive and negative impact to prices. The net effect is not significant21
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enough to mitigate the potential for high prices. Changes in the region to help minimize1

the price risk include the following: incremental capacity to the region (AIM project);2

low crude oil prices and high New England forward gas prices in the winter will help3

encourage liquefied natural gas (LNG) imports; and the ISO New England winter4

reliability program will encourage dual fuel generators to have on-site adequate5

alternative fuels for the high gas demand days. Contra factors that will have the potential6

to increase pricing in New England include the following: growth of demand on the local7

distribution companies; and nuclear power plant retirements and increased gas fired8

generation, which have increased demand into the region. Without significant changes to9

the region, the same pricing concerns that occurred in the 2013-14 winter season still10

exist today.11

12

Q. Which purchase locations caused the greatest impact to the actual cost of gas in the13

2013-14 winter season?14

A. The greatest impact to the cost of gas resulted from purchases at Texas Eastern15

Transmission Corp. (Texas Eastern) market area M3 (Tetco M3), Transcontinental Gas16

Pipeline Corp. (Transcontinental) market area Non-NY Zone 6 (Transco Non-NY Zone17

6), Algonquin Gas Transmission Co. (Algonquin) market area Algonquin city gate18

(AGT), and Tennessee Gas Pipeline Co. (Tennessee) market area Zone 6 (TGP Zone 6).19

Although the Northeast did not experience the same impact to gas prices during the 2014-20

The Narragansett Electric Company 
d/b/a National Grid

RIPUC Docket No. 4719
Attachment SAM-1
September 29, 2018

Page 11 of 25



THE NARRAGANSETT ELECTRIC COMPANY
d/b/a NATIONAL GRID

RIPUC DOCKET NO. 4647
GAS PROCUREMENT INCENTIVE PLAN (GPIP)

MARKET AREA HEDGE PROPOSAL
WITNESS: STEPHEN A. MCCAULEY

SEPTEMBER 20, 2017
PAGE 7 OF 15

15, 2015-16, and 2016-17 winter seasons, these regions still experienced the greatest1

volatility.2

3

Q. Why does the Company purchase supplies in the market area?4

A. Not all of the transportation capacity within the Company’s portfolio of assets have5

access to purchase supplies in the producing regions. Approximately 26,000 Dth per day6

of the total 152,705 Dth per day of Algonquin capacity delivered to the city gates has7

receipt points in the market area, and approximately 39,000 Dth per day of the total8

92,838 Dth per day of Tennessee capacity delivered to the city gates has receipt points in9

the market area.10

11

Q. Why were the market area prices not initially hedged in the GPIP?12

A. Market area purchases are typically the highest costs supplies. These supplies are13

“swing” supplies needed on colder-than-normal and sometimes normal winter days. On14

warmer-than-normal days, these supplies are not needed and, therefore, customer15

requirements are met with less expensive supplies purchased in the producing region.16

Since market area supplies are needed on some, but not all, winter days, they cannot be17

purchased in advance of a particular month and are typically purchased one day in18

advance when the forecast for colder temperatures is more certain. In order to hedge19

supplies in advance of the month of delivery, it must be known that supplies will be20

needed each and every day of the month in equal volumes per day. Since it is not known21
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whether the market area supplies will be needed each and every day, such supplies are1

not typically hedged.2

3

Q. What market area hedges did the Company execute for the 2016-17 winter season?4

A. The Company hedged the receipt points of Tetco M3 (16,907 Dth per day) and Transco5

Non-NY Zone 6, (3,735 Dth per day) for the months of January, February, and March6

2017.7

8

Q. What was the outcome of the market area hedges for the 2016-17 winter season?9

A. The Tetco M3 basis hedges resulted in an incremental cost of $2,309,365 for the hedged10

period of January, February and March 2017. The Transco Non-NY Zone 6 basis hedges11

resulted in an incremental cost of $707,764 for January, February, and March 2017. The12

Algonquin basis was hedged using Tetco M3 to Ramapo. The net result was a cost of13

$3,017,128, which is shown in more detail in Attachment SAM-2. The incremental cost14

is in relation to what the customers would have otherwise have paid if the hedges were15

not executed and the gas supplies were purchased at market prices.16

17

Q. Does the Company recommend to hedge market area basis again for the coming18

winter season?19

A. Yes. Similar to the past few years, the Company recommends that a portion of the20

market area price risk be hedged for the coming winter season. Although the same21
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uncertainty of market area supply requirements exists, the benefits to hedge a portion of1

the market area price risk continues to outweigh the potential incremental cost to2

baseloading a higher cost supply. “Baseloading” means to purchase a fixed volume of3

supply for delivery each and every day of the month regardless of the weather or4

customer demand.5

6

Q. What is the Company recommending for hedge volumes and locations for the 2017-7

18 winter season?8

A. The Company recommends hedging purchases at receipt point locations Eagle and9

Downingtown on the Columbia Pipeline, and Lambertville and Ramapo on the10

Algonquin Pipeline. This is similar to the receipt points hedged in the 2016-17 winter11

season, in which supplies at the Algonquin city gate have been replaced with Ramapo12

purchases. As of January 7, 2017, the new AIM capacity has moved the forecasted13

purchases from Beverly, MA, an Algonquin city gate-based price, to the Algonquin14

receipt point at Ramapo, which is a Tetco M3-based price.15

16

The Company is recommending hedging the maximum receipt point volumes at17

Downingtown (approximately 3,600 Dth per day of delivered supplies) using Transco18

Non-NY Zone 6 as the hedge location. The Tetco M3 hedge location will be used to19

hedge the maximum receipt point volumes at Eagle (approximately 3,600 Dth per day of20

delivered supplies) and approximately 4,000 Dth per day of delivered supplies from21
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Lambertville. The new AIM capacity can deliver 18,000 Dth per day from Ramapo to1

the Company’s city gates, and the Company is recommending hedging 9,000 Dth per day2

using the Tetco M3 hedge location. The Company is recommending hedging the3

volumes and locations listed above for the months of January, February, and March 2018.4

5

Q. Why is the Company recommending hedging the Tetco M3 and Transco Non-NY6

Zone 6 priced supplies?7

A. The Tetco M3 and Transco Non-NY Zone 6 supplies are not forecasted to be baseloaded8

for the months of January, February, and March 2018 and, therefore, hedging these9

supplies may result in potentially higher costs. Hedging these supplies requires the10

Company to take delivery each and every day of the month. On normal and colder-than-11

normal days, the baseloaded Tetco M3 and Transco Non-NY Zone 6 supplies will be12

needed and the Company will avoid having to pay the daily prices on the Tetco M3 and13

Transco Non-NY Zone 6 capacity. On warmer-than-normal days, the Tetco M3 and14

Transco Non-NY Zone 6 supplies will displace less expensive supplies from the15

producing region, resulting in higher gas costs. The Company did an analysis to compare16

the potential incremental costs of baseloading the Tetco and Transco supplies under17

normal weather conditions versus the potential high price scenario under much colder18

weather conditions. Under normal monthly weather conditions, the Company estimates19

the increased cost of baseloading the Tetco M3 and Transco Non-NY Zone 6 supplies for20

the months of January, February, and March 2018 at $1.1 million (this compares with21
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approximately $1.5 million from the 2016-17 hedge recommendation). The potential1

savings of baseloading the Tetco M3 and Transco Non-NY Zone 6 supplies for the2

months of January, February, and March 2018 in a high price, cold winter scenario is3

approximately $11 million (this compares with approximately $16 million from the 2016-4

17 hedge recommendation). The results of this analysis is shown, by month, in5

Attachments SAM-3 and SAM-4 for the cost of baseloading Tetco and Transco supplies6

under normal weather conditions for the months of January through March 20187

compared to the risk mitigated by hedging these same supplies under colder-than-normal8

weather conditions. For the recommended hedged months, the risk mitigated is 9.6 times9

greater than the cost to baseloading these supplies.10

11

Q. Will the Millennium Pipeline Company LLC (Millennium) Eastern System Upgrade12

Project (Millennium Project) affect the Company’s current strategy?13

A. No. The Company previously entered into a precedent agreement for 9,000 Dth per day14

as part of the Millennium Project for an initial term of 15 years with service expected to15

commence September 1, 2018. The Company’s 9,000 Dth per day of Millennium16

capacity represents half the Company’s AIM Project volume. The Millennium Project17

will provide the Company with the opportunity to directly secure a cost effective18

domestically produced source of supply. The Millennium Project was originally intended19

to be in service for the 2017-18 winter. However, opposition at both the state and federal20

levels, as well as a lack of quorum at the Federal Energy Regulatory Commission during21
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the first seven months of 2017, resulted in the Millennium Project not yet having the1

necessary authorizations and permits to commence construction and service. Pending2

receipt of all outstanding permits and authorizations, the Millennium Project expects to3

go in service in winter 2018-19.4

5

Q. Does the Company recommend hedging any of the Tennessee (TGP) Zone 66

supplies?7

A. No, the Company does not recommend hedging the TGP Zone 6 supplies. Using the8

same criteria of comparing the potential incremental cost of baseloading the TGP Zone 69

supplies under a normal weather scenario versus the risk mitigated under a high priced,10

cold winter scenario, the Company does not believe hedging TGP Zone 6 supplies is in11

the best interest of the customers. In Attachment SAM-5, the Company compares the12

cost of hedging the New England priced supplies assuming baseloading for normal13

weather and the potential risk of purchasing TGP Zone 6 supplies at daily market prices14

under a high price, design load forecast. The Company believes it is not in the best15

interest of the customers to baseload and hedge the TGP Zone 6 supplies because the16

incremental cost of baseloading TGP Zone 6 supplies is high relative to the potential risk17

mitigated under a design load scenario. In all months, the risk mitigated was only 0.32 to18

1.00 times the cost to baseload the supplies. For example, in January 2018, the19

incremental cost of baseloading TGP Zone 6 supplies based on the normal forecast would20

result in an incremental cost of $7.09 million with a potential mitigated risk of $7.0821
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million. Here, the potential risk mitigated is less than the expected actual cost to1

baseload and hedge the TGP Zone 6 capacity.2

3

Q. Does the Company recommend hedging market area purchases for December 2017?4

A. No, the Company does not recommend hedging in December 2017. The load factor for5

all four locations is very low and, therefore, the risk to purchase supplies is small. The6

load factor in December 2017 is 1% for TGP Zone 6 priced supplies, 10% for Transco7

Non-NY Zone 6 priced supplies, and 32% for Tetco M3 priced supplies. Load factors are8

based on normal conditions.9

10

Q. How much risk does the Company’s recommended strategy mitigate?11

A. The Company’s recommended market area hedging strategy mitigates approximately12

35% of the market area price risk under design weather conditions, assuming prices in the13

highest 5% probability. The remaining 65% of the price risk will remain unhedged14

because the incremental costs to hedge this risk would not outweigh the potential benefit15

to customers over a multi-year period.16

17

Q. Does the Company recommend hedging market area supplies beyond March 2018?18

A. No, the Company is not making a recommendation in this filing regarding hedging19

market area supplies beyond March 2018. The Company’s recommendation in this filing20

is to protect against the price increases experienced during the 2013-14 winter season,21
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while balancing the incremental costs of achieving a certain amount of price certainty for1

customers. The Company would not want to preclude the opportunity to protect more or2

less of that risk in the future. Therefore, the Company will perform a similar analysis3

after the 2018 winter season and make a recommendation for the November 20184

through March 2019 period.5

6

Q. If approved, when does the Company plan to execute the recommended hedge7

volumes?8

A. If approved, the Company will execute the recommended hedge volumes prior to9

December 1, 2017.10

11

Q. Will any of the market area basis hedges impact the total hedge percentage of the12

forecasted purchases under the GPIP?13

A. No, the market area basis hedges will not impact the portfolio hedge percentage in the14

current GPIP. Market area basis is one of two components that make up the total15

commodity price. Commodity price is made up of a producing region price component16

and a transportation price component. The Company hedges the producing region price17

component using the existing NYMEX Henry Hub fixed price hedges and Dominion18
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South Point1 locational basis hedges. The Company is proposing to hedge the1

transportation component using the market area basis hedges proposed in this filing. One2

dekatherm of NYMEX Henry Hub fixed price hedges and one dekatherm of market area3

basis hedges equals one dekatherm of delivered supply.4

5

Q. Will the market area basis hedges impact the GPIP incentive?6

A. No, market area basis hedges will be excluded from the incentive calculation.7

8

Q. Will the market area basis hedges impact the GCR filing submitted on September 1,9

2017 in Docket No. 4719?10

A. Yes, the recommended hedges will increase the forecasted gas costs by approximately11

$1.1 million. The Company will be updating its GCR filing to reflect the recommended12

hedges proposed in this filing. If approved by the PUC, the revised GCR factors will go13

into effect November 1, 2017.14

15

Q. Does this conclude your testimony?16

A. Yes.17

1 The Dominion South Point locational basis hedges were incorporated into the GPIP Supplemental Marcellus
Hedge Proposal and approved by the PUC in Docket No. 4520 at the Open Meeting on June 29, 2015 and by written
Order No. 22024 dated August 6, 2015.
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